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Please state your name and business address. 

My name is Robert C. Schoonmaker, and my business address i s  P. 0. BOX 

25969, Colorado Springs, Colorado 80936. 

By whom are you employed and in what capacity? 

I am a Vice President of GVNW Consulting, hc., a consulting firm specializing 

in working with small telephone companies. 

Are you the same Robert C. Schoonmaker who previously filed Direct, 

Supplemental Direct, and Rebuttal Testimony in this phase of these consolidated 

dockets? 

Yes, I am. 

What is the purpose of your direct testimony on rehearing? 

After considering petitions for rehearing in this docket, the Commission granted 

rehearing on four major issues. These issues are: 1) Calculation of the fund 

amount using Verizon's proposed affordable rate; 2) Calculation of the actual 

Verizon affordable rate; 3) the appropriate impact of funding primary fines; and 

4) consideration of a phase in of the affordable rate. The issues are more fully 

described and their scope defined in Judge Woods' Memorandum to the 

Commission dated October 26,2001 , which is Attachment 1 to IlTA Exhibit 2 on 

Rehearing. My testimony will focus on each of these issues and present the 

IITA's analysis and position on these issues. 
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CALCULATION OF THE FUND AMOUNT USING VEFUZON’S PROPOSED 

AFFORDABLE RATE 

Q. 

A. 

Would you please describe the concerns of the ]ITA regarding the calculation of 

the IUSF using Verizon’s proposed affordable rate of $22.23? 

Yes. The Commission methodology for determining what amount of universal 

service support each company seeking support shall initially receive (which 

aggregated would establish the initial fund size) is set forth at Page 38 of the 

Second Interim Order (“Order”) as follows: 

“As stated earlier, the results of the HA1 determined that a need exists to establish 
a fund. Under Verizon’s proposal, each company requesting fimding would be 
required to demonstrate the need for such funding, through the use of the 
affordable rate and their current rate. This methodology then considers how much 
the I1TA members are requesting and offsets that amount by the difference 
between their affordable rates and their current rates netted against the amount 
TITA members receive from federal funding.” 

However, the Order then proceeds to deduct $6.2 million from the aggregate rate 

of return qualification amounts for only those companies seeking support (see 

Order at page 38). This reduction is based upon the calculation of Verizon as the 

Order so indicates at page 33 where it states as foIlows: 

”Consistent with the calculations Verizon has provided, the size of the IITA’s 
proposed fund must be reduced by approximately $6.2 Million, plus the 
adjustments necessary to give effect to the three Staff accounting adjustments 
discussed in Section G. 5 below.” 

The Commission misunderstood and/or misused the “Verizon calculations” and 

erred in stating the initial Fund size as $6.6 million, less accounting adjustments, 

plus administrative expenses. IITA Exhibit 2 on Rehearing, Attachment 2 is a 
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copy of Verizon Exhibit 4.0, Attachment ECB-2, containing the ”Verizon 

calculations.” As can be seen from examining that Attachment, it purports to 

calculate the amount of additional revenue that everv small company in the 

aggregate would receive if every company charEed the basic rare of $22.23 for all 

access lines. On an annualized basis, the Attachment indicates that amount is 

some $6.3 Million. Subsequently, Venzon stated in Briefs the amount was closer 

to $6.2 million because some companies were not seeking supporl. (As I will 

demonstrate, this estimated reduction of $ IO0,oOO grossly understates the proper 

exclusion and use of increased revenues of companies not seeking support as a 

deduction to the appropriate size of the initial Fund.) 

However, use of the Verizon exhibit to simply subtract fiom the total amount 

requested by the IITA companies to determine the fund size is inappropriate 

because the Verjzon exhibit does not take into account the amounts actually 

requested by the UTA companies. The method used by the Commission is thus 

flawed in two respects. First, it includes within its $6.3 million total “revenue 

increased amounts“ for companies which did not seek any USF funding. Second, 

the “Verizon’s calculations” include a greater amount of revenue increases for 

certain companies than those individual companies sought based upon their 

respective rate-of-return showings. 

Do you have an Attachment which demonstrates these concerns? 
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A. Yes. Attached as IITA Exhibit 2 on Rehearing, Attachment 3 is an analysis that 

demonstrates these concerns. The Attachment shows the calculation of the initial 

size pursuant to the Commission’s methodology (assuming no other changes in 

the Order) and demonstrates the error in using the Verizon calculation as a ”fund 

reduction amount.” Columns (a) through (1) of Attachment 2 replicate the 

Verizon Attachment except for correcting certain errors contained within the 

Verizon Attachment. The corrections to the Venzon Attachment are set forth on 

IITA Exhibit 2 on Rehearing, Attachment 3, page 2, and include correcting the 

amount of Tonica’s residential and business rate, Moultrie’s business rate and the 

amount of USF support requested by Mid-Century. 

Column (1) of page I of Attachment 3 shows the corrected ”Verizon calculation” 

of approximately $6.3 million. Colunin (m) sets forth the amount of universal 

service support sought by certain small companies as limited by their respective 

rate-of-return showings. The Verizon calculation is not appropriate for use in 

total Fund reduction for the two generic reasons that I indicated earfier. 

Q. Can you provide examples of each of the two types of generic reasons that you 

previously identified? 

The first error is that the Verizon attachment included amounts for companies 

which did not seek ~IJY USF funding (see Column (m)). For example, $995,470 

was included in the $6.3 million total for Geneseo who sought no funding. In a 

similar manner. $1 10-771 was included for Hamilton and $448.963 for Marseilles. 

A. 
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Other companies that fall within this category include Clarksville, 

Frontier-DePue, Frontier-Mt. Pulaski, Frontier-Orion, Kinsman, Leonore, and 

Stelle. 

The second generic error in "Verizon's calculations" was to include a greater 

amount of revenue increases for certain companies than those individual 

companies sought based upon their respecfive rate-of-return showings. For 

example, within this $6.3 million total, $534,910 is included for Adams when 

Adams only sought $1 18,765. The lesser amount of $1 18,765 was the amount 

included within the aggregate Fund size shown in Column (m) requested by the 

IJTA. Other companies in thc Adams' category include Alhambra, Cambridge, 

Crossville, El Paso, Glasford and Reynolds. 

Does IITA Exhibit 2 on Rehearing, Attachment 3 include a correct calculation of 

the funding amount using Verizon's proposed affordable rate of $22.23? 

It does. Column (n) of Attachment 2 sets forth the correct Fund size using the 

Order's methodology before accounting adjustments. That amount is $9,283,596. 

Column (0) reflects the amount of the accounting adjustments per the Order. 

Column (p) reflects the base initial Fund size after reflecting the accounting 

adjustments. That amount is $8,420,271. 
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After presentation of these calculations in the UTA’S Appljcation for Rehearing 

andor Reconsideration, are you aware of any party to this proceeding that 

disputes the correctness of these calculations? 

No, to my knowledge, all of the parties to this proceeding agree that these 

calculations represent a correct calculation of the appropriate hnd  size reflecting 

the methodology adopted by the Commission in its Second Interim Order 

reflecting the use of $22.23 as the affordable rate, an immediate transition to this 

funding level, and no fimding adjustment related to funding “first lines” of 
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22 A. No, it hasnot. 
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CALCULATION OF THE ACTUAL VERIZON AFFORDABLE RATE 

During Phase 2 of this proceeding, what was the IITA’s position concerning the 

appropriate ”affordable rate” to be established by the Commission pursuant to the 

requirements of 5 3 3-301 (d)? 

It was the IITA’s position, as set forth in my testimony, that the appropiate 

affordable rate should be the existing rates of each of the small companies for all 

of the reasons set forth in my Direct, Supplemental Direct and Rebuttal 

Has the IITA’s position changed concerning this issue? 
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Q. Did the Commission in the Second Interim Order accept the position of the HTA? 

A. No, it did not. At page 32 of the Order, the Commission concluded, in part, as 

follows: 

"The Commission concludes, based on the evidence before it, that Venzon's 
affordable rate of $22.23 per month, excluding taxes and surcharges, is the 
affordable rate we adopt for the State of Illinois. No parties refuted that the 
majority of Verizon's service territory, particularly the territory upon which 
Verizon's affordable rate was calculated, is comparable to IITA members with 
respect to customer density, economic demographics, and operational 
requirements. The rate is also reasonably comparable to rates in urban areas. 
Moreover, this rate is affordable today, as Venzon's customers presently pay the 
rates proposed by Venzon witness Dr. Beauvais. Accordingly, the Commission 
concfudes that for purposes of Section 13-30] (d), Ihe minimum affordable rate 
must be set at $22.23 per month, excluding taxes and surcharges." 

Q. What is the issue under consideration on Rehearhg? 

A. AS set forth on page 2 of Judge Woods' Memorandum to the Commission dated 

October 26,2001 (IITA Exhibit 2 on Rehearing, Attachment I), the issue is as 

follows: 

"The second computational issue involves the actual affordable rate proposed by 
Verizon. The rate was based upon the basic service rate of $16.99, plus an adder 
for usage. Verizon witness Beauvais testified that he used a benchark of 100 
minutes per month as the usage factor, which resulted in an additional $5.24 being 
added to the $16.99, resulting in the $22.23 composite rate. The rehearing 
applications all posit that Verizon's tariffed usage rate is $.034 per minute, which 
should have lead to a usage adjustment of $3.40 and an affordable rate of $20.39." 

Q. Are there certain corrections that should be made to this paragraph of Judge 

Woods' Memorandum based on the existing record? 

Yes, there are. Verimn witness Beauvais testified that he used a benchmark o A. 

lo0 calls per month as the usage factor rather than 100 minutes per month as the 
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usage factor. In addition, Verizon's tariffed usage rate is KO34 per call rather than 

per minute. 

What is the IITA's understanding of the scope of this issue on Rehearing as set 

forth in Judge Woods' Memorandum? 

It is the IITA's understanding that the issue on Rehearing is limited to whether the 

appropriate composite Verizon rate, which the Commission chosc as a proxy to 

establish the affordable rate for the small companies, is $22.23 or $20.39. 

Describe the issue related to the calculation of the appropriate Venzon rate. 

Ven'zon witness Beauvais, in Verizon Exhibit 4 at page IO, calculated the Verk-on 

rate of $22.23 based on Verizon's $16.99 basic service rate for residential and 

small business customers and average local usage of $5.24. On cross- 

examination at pages 378 and 379 of the transcript, Mr. Beauvais indicated that 

this usage "would translate directly 100 calls, somewhere around 400 minutes a 

month, which would be somewhere around what you would expect of a typical 

residential one party customer usage." 

However, as Harrisonville witness Hoops pointed out at page 16 of Hamsonville 

Exhibit 6, the Verizon rate for local calls is 3.4& As a result, the usage charge 

should have been $3.40 rather than $5.24. This results in a Verizon monthly rate 

of $20.39 rather than $22.23 as originally proposed by Verizon. 
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A. 

Q. 

A. 

Has Verizon made a filing during the Rehearing process concerning this issue? 

Yes, they have. On November 21,2001, Verizon filed a Notice To The 

Administrative Law Judge And Parties Concerning The Appropriate Affordable 

Rate, which states in part that: "For the purposes of this proceeding, Verizon now 

has no objection to the use of the $20.39 figure as discussed in the IITA's Brief 

On Exceptions." Verizon's Notice filing would appear to resolve this Rehearing 

issue. 

Have you prepared an exhibit demonstrating the impact of the use of the Ven'zon 

rate of $20.39 as the affordable rate? 

Yes. llTA Exhibit 2 on Rehearing, Attachment 4 contains those calculations. It 

is based on the same series of calculations used in Attachment 3, but reflects the 

$20.39 affordable rate rather than a $22.23 rate. The result is a proposed lUSF 

funding of $9,858,975, after accounting adjustments. 

THE APPROPRIATE IMPACT OF FUNDING ONLY PRIMARY LINES 

Q. In its Second Interim Order, the Commission found that supported services 

should be limited to a primary residential line and a single business line. Has the 

IITA now quantified the number of lines that would qualify under this criteria? 

The IITA has done so for those companies that potentially qualify for funding 

taking into consideration the Order and the Rehearing issues. This has been done 

with some difficulty, and depending on the data available in the companies' 

A. 
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billing systems has been counted somewhat differently by the various companies. 

The primary difference is that some companies developed this total by reviewing 

individual customer accounts and counting the first line in each account as the 

primary or single line while in other companies the total was developed by 

counting the first line at each billing address as the primary or single line. 

Have you prepared an attachment showing the results of this effort? 

Yes, UTA Exhibit 2 on Rehearing, Attachment 5 shows the results ofthis 

counting effort for those IITA members identified above. The individual 

company percentage of primary residential and single business lines to total lines 

vary from the low 70% area to the mid-90% area, but on an overall basis, the 

average for these companies is calculated at 86.6% of the total lines. 

While the Commission determined that only a primary residential line and a 

single business line should be supported, it did not appear that this determination 

impacted the calculation of the total amount of the IUSF fund. Do you agree with 

this determination? 

I do. While the IITA does not support the limitation of IUSF support to a primary 

residential and a single business line, to the extent that such standard is applied it 

should be applied in determining the total eligibiIity amount based on a 

comparisons between the cost of service and the affordable rate, as provided by 

statute, and not to the rate-of-retum limited amount. In the case of the IITA 

presentation, for example, the application of this standard would have been made 
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on UTA Exhibit #2, Attachment 5. On this Attachment, the number of lines 

would have been reduced to the primary residentiaysingle business count. In 

addition, the federal support find amount would need to be reduced to reflect the 

federal support for just the primary residentiaVsingle business lines rather than for 

the total lines. While I have not specifically restructured this Attachment to 

perfom the calculations, in summary the results would approximate 86.6% of the 

originally calculated $73.6 mi?lion or $63.7 million. Similarly, Staff Exhibit 8, 

Schedule 1 sponsored by Mr. Koch would see an approximate reduction from 

$45.0 million to 86.6% of that amount or $39.0 million, although again this is an 

approximation of the calculation. Even using the HA1 default assumption results 

of approximately $30.0 million, this amount would roughly be reduced to $26.0 

million well in excess of the rate-of-return requested amounts. 

Even if the Commission were to limit the qualifying lines to a primary residence 

and a single business line, should this result in a reduction of the initial Fund size 

or the individual company qualifying amounts below the rate-of-return 

determined amounts? 

No, it should not. The rate-of-return limited amounts that have been requested by 

the companies pursuant to the Commission’s prior orders are just that, limitations 

on the amounts requested to avoid the potential for a company earning more than 

an appropriate rate of return, These limitations are intended to allow each 

company to earn m appropriate return, but to limit support so the company does 

not recover above that amount. 
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What would be the impact of providing IUSF support less than that determined by 

the rate-of-return analysis? 

The immediate impact would be to limit the company to an earnings level which 

would be inadequate and would not allow the company to earn an appropriate rate 

of return. In order for the company to achieve its reasonable return it would not 

only have to increase sates to reach the affordable rate level, rates would have to 

be increased above that level in order to recover the necessary revenue. 

How would this revenue recovery take place? 

That would depend on individual company rate determination decisions. Onc 

approach could be to raise the rates of all customers and lines to effectuate the 

necessary rate recovery. This would minimize the percentage impact on 

individual customers, but would cause all customers to pay rates over the 

"affordable" level. A second approach would be to attempt to recover the revenue 

shortfall only from the additional lines beyond the primary or first line per 

customer. This approach would have the impact of keeping primary rate levels no 

higher than the "affordable" rate. However, rates for additional lines would have 

to be increased substantially, perhaps to the point where customers would cancel 

those lines rather than pay for them at the higher levels. This would result in the 

company still not achieving the appropriate return level. 

13 



* 

1 Q .  

2 

3 

4 A. 

5 

6 

7 

8 

9 

10 

11 

12 

13 Q. 

14 A. 

15 

16 

17 

18 

19 

20 

21 

22 

Have you prepared an exhibit that calculates the rate impacts that could result if 

the rate-of-return determined IUSF support levels were reduced by the percentage 

of “non-primary” lines? 

Yes, I have. IlTA Exhibit 2 on Rehearing, Attachment 6 is such an exhibit. The 

attachment is based on the calculation of IUSF funding determined in IITA 

Exhibit 2 on Rehearing, Attachment 4. The attachment is further based on the 

determination of the total number ofpnmary residence lines and first lines of 

business customers developed in IITA Exhibit 2 on Rehearing, Attachment 5 and 

is calculated assuming a reduction in TUSF funding on a percentage basis for the 

%on-primary” lines. It is further assumed that all of the IUSF hnding reduction 

would be recovered by an equal per line increase on all “non-primary” lines. 

What are the results of this analysis? 

The necessary increases shown in Column (0 are increases in addition to those 

amounts necessary to rake rates to a $20.39 affordable rate. While the amounts 

vary from company to company, customers having non-qualifying lines of 23 

companies would have potential additional increases of more than $5.00 per line 

per month and customers of 16 companies’ rates would potentially face increases 

of more than $10.00 per line per month. Attachment 6 also demonstrates the 

extreme effect on customers having non-qualifymg lines of certain companies, 

such as Home where the necessary additional increase would be $52.17 per line 

per month. 
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What are your observations about the potential impacts of these possible rate 

increase levels? 

First, for many of the companies, the potential rate increases that would result 

fi-om this type of fimding reduction and rate application are very substantial. I am 

certain that there will be significant customer resistance to such increases. 

Results may include customer complaints and will likely include reductions in the 

number of additional lines requested. 'fl~is will be the result either of actual 

reductions in lines served and reduction in customer service levels, or other 

changes to establish separate customer accounts for previously additional lines to 

avoid the higher charges. For many of the companies I would expect that they 

will not achieve the revenue recovery contemplated by the potential rate increases 

because of loss of customer lines. 

Have you made efforts to determjne how these impacts may affect schools, 

emergency services, and other governmental agencies? 

The IITA did request its members to identify the number of lines for such 

customers to the extent possible. While all member companies were not able to 

accomplish this task, many of them did. UTA Exhibit 2 on Rehearing, 

Attachment 7 shows the results of this analysis. The companies shown are those 

companies requesting XUSF finding that were able to identify the governmental 

customers. 
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As can be seen from Attachment 7, for the 20 companies from which information 

was obtained, governmental non-primary lines account for 1,305 out of a total of 

7,389 non-ptimary lines or 17.7%. Taking into account the magnitude of the 

increases shown on Attachment 6, the impact on governmental offices, including 

but not limited to police departments, fire departments and schools, would be 

quite significant. Obviously, if these governmental bodies were forced to 

discontinue or limit their use of non-qualifying lines because of budgetary 

constraints, the ramifications could be far-reaching. 

How should this Rehearing issue be resolved by the Commission? 

Both the best, and in my opinion, the correct solution is the first one suggested by 

the Staff in their Motion For Clarification; i.e., to modify the Order On Rehearing 

to include the funding of all access lines. Such a resolution is consistent with the 

State's policy set forth in Section 13-I03(a) of the Act. Jt i s  also consistent with 

the FCC's practice of funding all lines. The FCC has considered this issue on 

several occasions and continues to h d  all lines. The administrative difficulties 

in identifying nonqualifying lines is a problem as indicated by both Staff and the 

ZITA in testimony previously introduced in this phase of the dockets together with 

the potential for customer fraud or abuse if rates are different for qualifying and 

nonqualifying lines. 

While in my opinion the reasons cited above are more than adequate to lead to a 

determination to fund all lines, the fact that there should be no financial impact on 
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1 the size of the Fund or the individuat company qualifying amounts, in light of the 
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rate-of-return limitation as discussed earlier in my testimony, makes the access 

line limitation irrelevant. Finally, while such a result is not justifiable in light of 

4 the rate-of-return limitation, a limitation of the Fund size or individual company 

5 qualifying amounts would result in the negative impacts set forth in Attac.hments 

6 6 and 7 as discussed above and those impacts should be avoided. 
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PHASE IN TO AVOW RATE SHOCK 

10 Q. In considering again the possjbility of implementing the IUSF funding using a 

I 1  multi-year transition plan what items should the ICC take into consideration? 

12 A. Of prime importance should be the impact on customers around the slate, both 

13 those in companies receiving funding and those who are not. These 

14 considerations should include the impact on rates as a result of the Commission’s 

15 decision and other rate impacts that customers are facing. The Commission 

16 should also give consideration to its prior orders when dealing with a somewhat 

17 similar situation. 

IS 

19 Q. Let’s turn to the customer impacts first of all. Before getting to the Commission’s 

20 decision itself, are there impacts from other regulatory decisions that will be 

21 

22 A. 

23 

affecting the total flat-rate paid by end users in the near future. 

Yes. On October 11,2001 the Federal Communications Commission (FCC) 

approved an order in CC Dockets 00-256,96-45,98-77, and 98-166 that 

17 
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responded to the Multi-Association Group (MAG) filing related to access reform 

and other federal regulatory issues. The text of the Order was released on 

November 8,2001. Of immediate concern to this proceeding was the fact that the 

FCC approved increases in the federal Subscriber Line Charge (SLC) for non- 

price cap telephone companies from the current $3.50 level to $5.00 on January 1, 

2002, to $6.00 on July 1,2002, and to $6.50 on July 1,2003. Thus the customers 

of the IlTA companies will be seeing increases in flat-rate charges for basic local 

service of $1 S O  on January 1 , 2002, $1 .OO on July 1,2002, and $0.50 on July I, 

2003. Multi-line business customers will receive an increase from $6.00 to $9.20 

on January 1,2002. Thus, absent any action related to the Illinois USF, these 

customers will be seeing end user increases effective in the months ahead. In 

considerhg the overall need for a transition plan for the IUSF finding, the 

Commission should keep these federal increases in mind. 

Are there other ramifications of this Order that may impact small Illinois 

companies' rates and revenues further? 

Yes, there are. The Orders contain provisions that will generally reduce interstate 

trafic sensitive access rates. The Transitional Interconnection Charge or TIC 

element will be eliminated at the federal level on January 1,2002. Changes in the 

treatment of local switching requirements will result in substantial reductions in 

the local switching rate on the same date. While the interstate and intrastate 

impacts of these items have not been quantified at this point in time, they will 

cause reductions (which would appear to be significant) in the small companies' 
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revenues not allowing the companies the opportunity to earn the Staff 

recommended rate-of-return levels submitted in these dockets. This will, in all 

likelihood, lead to hrther fiIings in these dockets, or other dockets, and could 

necessitate yet further changes in customer rates and/or the necessary level of 

IUSF support. I point this out in the Rehearing portion of this phase of the 

dockets not only to make the Commission and parties aware of the situation, but 

also because it emphasizes the need for an appropriate transition plan. 

If the Commission proposed IUSF funding method is finalized, what is the 

potential rate impact on end users of the companies that have requested funding? 

The rate impacts vary by company as demonstrated in IITA Exhibit 2 on 

Rehearing, Attachment 8. The exhibit calculates the dollar and percentage rate 

increases that would result if the companies immediately raised their current rates 

to the $20.39 Verjzon rate level. In either case, for many companies both the 

dollar and percentage level of increases are very substantial. In comparison to the 

$20.39 Verizon rate that the IITA believes is appropriate, the maximum increases 

are $16.46 and $15.64 for R1 and B1 customers respectively. The maximum 

percentage increases are 419% and 329% for R1 and B1 customers respectively. 

The IITA believes that immediate reduction of IUSF funding to cause this level of 

rate increase is inappropriate. In the testimony of other parties filed in the case, 

almost all supported some type of transition plan to lessen the impact on 

individual end user customers. 
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Has the Commission used transition plans in the past to lessen the impacts of 

significant changes in Commission policies? 

It has. One of the significant actions the Commission adopted in Docket 83-0142 

was the elimination of the intrastate Camer Common Line charges with a 

transition of these revenues to end user charges. This change, which for many 

companies amounted to a maximum amount of.rrrst;$l2.35 per line, was phased 

in over a five year period with increases in end user rates taking place twice a 

year, every six months. This allowed a significant increase in customer rates over 

time without my undue customer rate impacts. 

Does the IITA support use of a transition plan in implementing the IUSF under 

the Commission's Second Interim Order? 

Yes, i t  does. The lITA previously supported the Staffs proposed five-year 

transition plan and would continue to support such a plan. However, in light of 

the Commission's initial decision to use no transition plan, and in light of the 

position of other parties for shorter transitions than five years, the IITA is 

presenting a revised transition plan based on concepts used by the Commission in 

Docket 83-0142, The plan we propose would involve a transition of the revenue 

differential between the existing rates and the Commission determined'affordable 

rate in six equal increments with interim steps occwring each six months starting 

October I ,  2001. I have prepared IITA Exhibit 2 on Rehearhg, Attachment 9 

which demonstrates the transition downward of the IUSF over this transition 

period. The final funding amount would be reached on the sixth transition date at 
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April I ,  2004. Attachment 9 has been prepared assuming that the final Verizon 

rate used for the affordable rate is $20.39. 

What is the major advantage ofthe transition plan that the lITA has proposed? 

The major advantage is that it will allow companies to adjust to reduced IUSF 

hnding while transition offsetting local rate increases at a rate that will be more 

acceptable to end users. I have prepared JITA Exhibit 2 on Rehearing, 

Attachment 10 to demonstrate the maximum increases in R1 and B1 rates that 

would be needed to transition company rates from the current rate to the $20.39 

Venzon rate. The exhibit shows both the total amount needed to transition to that 

rate as shown in Attachment 9 and the increase needed in each of the six 

transition periods. It should be clear to any observer that the level of rate increase 

in each of the six transition periods would be much more acceptable to end users 

than would implementing the total increase all at once. 

Does this conclude your testimony? 

Yes, it does. 
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IITA Exhibit 2 on Rehearing 
Attachment 1 

Docket Nos.: 00-0233/00-0335 (Cons.) 
Meeting Date: 10-31-01 
Deadline: 11-07-01 

M E M O R A N D U M  

TO: The Commission 

FROM: Donald L. Woods, Hearing Examiner 

DATE: October 26,2001 

SUBJECT: Illinois Independent Telephone Association 

Petition for initiation of an investigation of the necessity of 
and the establishment of a Universal Service Support Fund 
in accordance with Section 13-301(d) of the Public Utilities 
Act. 

Illinois Commerce Commission 
On Its Own Motion 

Investigation into the necessity of and, if appropriate, the 
establishment of an universal support fund pursuant to 
Section 13-301(d) of the Public Utilities Act. 

Applications for Rehearing Filed by AT&T, UTA, 
Intervenors 

Motion for Clarification Filed by Staff 

RECOMM€NDATION: Deny Application for Rehearings in Part, Grant in Part. 
Grant Motion for Clarification. 

On September 18, 2001, the Commission entered an Order in the above- 
captioned dockets relating to the establishment of a Universal Service Fund. On 
October 18, 2001, applications for rehearing were fried by IITA, AT&T and a number of 
Intervenors. On October 19, 2001, an application for rehearing and a motion for 
clarification were filed by Harrisonville Telephone Company (which is also an 
Invervenor, but represented by different counsel) and Staff, respectively. The 
application for rehearing filed by AT&T contains no matters that were not fully litigated 
and addressed by the Commission in the Order and I recommend that it be denied in its 
entirety. The other applications for rehearing also raise numerous issues that were fully 
addressed and I recommend that they should be largely denied. Four matters raised in 
the applications and in the Staff motion do, in my opinion, warrant further scrutiny. 
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The first issue involves the establishment of the “affordable rate.” The Order 
adopts Verizon’s proposed affordable rate, which is found to be $22.23. The order then 
concludes that importing the Verizon affordable rate into the level of funding requested 
by the Companies results in a reduction to the requested level of funding of $6.2 million, 
a number found on Verizon Exhibit ECB-2. The IITA, Staff and Intervenors all allege 
that the Verizon exhibit upon which the Commission relied contained mathematical 
errors that resulted in the reduction being overstated. The first alleged error was the 
reduction of the fund size based upon applying the affordable rate to companies that 
were not seeking funding in the first place. The second error was ignoring the funding 
level sought by individual companies based upon the rate of return results. This 
resulted in the total fund size being reduced in an amount that exceeded the individual 
companies request. An example is Adams Telephone Company. Adams sought 
funding in the amount of $119,000, based upon it rate of return results. The Verizon 
exhibit, however, attributes a fund reduction of $353,000, based upon the Verizon 
proposed affordable rate. Finally, the Verizon exhibit uses, as a starting point, rates for 
some companies that differ from the rates for the companies submitted into evidence by 
the IITA. 

The second computational issue involves the actual affordable rate proposed by 
Verizon. The rate was based upon the basic service rate of $16.99, plus an adder for 
usage. Verizon witness Beauvais testified that he used a benchmark of qO0 minutes 
per month as the usage factor, which resulted in an additional $5.24 being added to the 
$16.99, resulting in the $22.23 composite rate, The rehearing applications all posit that 
Verizon’s tarriffed usage rate is $.034 per minute, which should have lead to a usage 
adjustment of $3.40 and an affordable rate of $20.39. 

The next issue upon which the remaining applications agree is the necessity for 
further clarification of the “single access” line basis for establishing the level of the USF. 
Staff notes that the Verizon exhibit made adjustments using the IlTA base point level of 
funding, which was based upon funding of alt access lines, from which Staff infers that a 
different result might obtain if the single line determination remains intact. Staff 
suggests two avenues for the Commission to follow. Either modify the order to include 
all access lines or take additional evidence on the number and nature of primary and 
secondary lines in both the residential and business context, since this was not a matter 
of record in this docket. The additional evidence would also likely include evidence on 
the impact that the primarykecondary dichotomy would have on the most likely owners 
of such lines including schoals, public service agencies and businesses. 

The final issue raised by IlTA and Intervenors involves the Commission decision 
to not allow a phase in of the rate increases authorized by the Order. Noting that the 
majorlty of the parties supported some type of phase in to address issues of rate shock, 
the parties ask the Commission to take additional evidence on this issue. 

Based upon my review of the applications and motion, I would recommend 
granting rehearing on the issues discussed above. 
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Company Item Changed Verizon Exhibit Rate Reason for Change 
Moultrie Local Business Rate $34.94 $20.19 Incorrect, based on data request submitted 
CR Local Residential Rate $19.28 $19.29 Incorrect, based on data request submitted 
CR Local Business Rate $21.74 $21.75 Incorrect. based on data request submitted 
Midcentury Local Business Rate $17.72 $17.71 Incorrect. based on data request submitted 
Tonica Local Residential Rate $30.87 $18.69 Incorrect, based on data request submitted 
Tonica Local Business Rate $32.82 $20.64 Incorrect, based on data request submitted 

Mid Century USF Requested $ 443,212 $ 462,156 Staffchange 
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Company Name 
(a) 

1 Adarns 
2 Alharnbra 
3 Cambridge 
4 Cass County 

6 Crossville 
7 Egyptian 
8 El Paso 
9 Flat Rock 

10 FC of Oepue 
11 FC of Illinois 
12 FC of Lakeside 
13 FC Or Midland 
14 FC of Prairie 
15 FC of Schuyler 
16 Glaskrd 
17 Granm 
18 Gridley 
19 Harrisonville 
20 Henry County 
21 Home 
22 LaHarpe 
23 Leaf River 
24 Madison 
25 McDonoogh 
26 McNabb 
27 Metamora 
28 Mid Century 
29 Montrose 
30 Moulttie 
31 Newwindsor 
32 Odin 
33 Oneida 
34 Reynolds 
35 Shawnee 
36 Tc~-~ica 
37 V i a  Home 
38 Wabash 
39 Woodhull 

Total 

5 C-R 

IITA Exhibit 2 on Rehearing. Attachmen16 

flinois Independenf Telephone Associatin 
Cakulakd Impad on "non-primary" Lines of 

Reductions in IUSF Funding Applied Only lo Those Lines 

IUSF Funding Non-Primary 
IUSF Funding Redudion if Rate Increase 

Based on Percent of PrimarylSingle to Recover 
$20.39 PrimaryISingle Line Only Number of non- Reduced 

Affordable Rare 
PI 
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89.3% 
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90.4% 
85.8% 
86.3% 
80.6% 

81.8% 

Supporled Primary Lines Funding 
(d) 
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20,454 

147,678 
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34,187 

3 1.724 
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Company Name 

1 Athambra 
2 Cambridge 
3 C a s  County 
4 Flat Rock 
5 Grafton 
6 Gridley 
7 Harrisonville 
8 Henry County 
9 Home 
10 Leaf River 
11 Madison 
12 McDonough 
13 McNabb 
14 Monlrose 
15 Moultrie 
16 New Windsor 
17 Tonica 
18 Viola Home 
19 Wabash 
20 Woodhull 

Total for Companies 
21 with Data 

flTA Exhibit 2 on Rehearing, Attachment 7 

Illinois lndependenl Telephone Association 
Potential Impact on Governmental Authorities 

IUSF Funding Potential 
Reduction if Number of governmental 

PrirnarylSingle governmental increases for 
Line Only Number of non- nowprimary % of total non- non-Primary 
Supported Primary Lines lines Primary Lines lines 

Proforma Estimate fur 
22 All Companies 5 

5,113 
74,453 
12.931 
35.850 
85,137 
97,937 
33,275 
51,334 
20,802 
56,379 
84,242 
9,622 

30.224 
82,133 
10,147 
4,585 
4.656 

97,320 
9,994 

806,133 

1.164,040 
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31 1 
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1 
12 
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535 
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15 
7 
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42 
4 
17 
13 
9 
5 

13 
78 
15 

1.305 

11.3% $ 
45.1% $ 
25.9% $ 
1.4% $ 
7.7% $ 

20.7% $ 
16.7% $ 
19.0% $ 
18.3% $ 
14.6% $ 
15.7% $ 
10.3% $ 
5.6% $ 
8.8% $ 

11.0% $ 
11.8% $ 

10.7% $ 
1O.8X $ 
10.3% $ 
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- 
2.304 
19,252 

180 
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17,622 
16,343 
6,313 
9,390 
3,034 
8,825 
8,715 

535 
2.649 
9,049 
1,202 

425 
500 

10,528 
1,027 

17.7% $ 920.666 

17.7% $ 205,586 



llTA Ex tlibit 2 on Rehearing, Alfactmmt 6 

Company Name 

A d a m  
Alhambra 
Cambridge 
cass c w m y  
C-R 
Crossvilla 
Egyptian 
El Paso 
FC of Illinois 
FC of Lakeside 
FC 01 Midland 
FC of Prairie 
FC of Schuykr 
Fbl Rock 
Glasbrd 
Grafton 
Gridley 
Harrisonville 
Henry Counly 
Home 
LaHarpe 
Leaf River 
Madison 
McDonough 
McNabb 
Melamora 
Mid Century 
Montrose 
Moultrie 
NEW Windsw 
Odin 
Oneida 
Reynolds 
Shawnee 
Tonica 
W a  Home 
Wabash 
Woodhull 

Illinois lndependenl Telephone Associatien 
Cakulalion 01 Rate Differential lo Verizon Rates - $20.39 

R I  Rale I31 Rate Verizon Rate R l  Imease 
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% Increase B1 Increase 

67.1% f 
21.4% $ 
24.3% $ 
1.8% s 
5.7% S 

25.8% $ 
55.1% s 
4.7% f 
8.7% a 
0.0% f 
3.9% s 
5.6% 5 
5.8% S 
0.0% $ 

418.0% S 
6.2% 0 
0.0% a 

14.2% 0 

0.0% f 
2.1% $ 
0.0% 5 
3.0% $ 
4.8% I 
8.7% $ 
0.0% $ 

36.1% S 
16.3% 0 
1.0% s 

34.4% 0 
0.9% I 

69.9% s 
51.7% $ 
15.3% $ 
9.1% s 

66.4% 5 
10.2% f 
48.2% t 

18.3% s 

5.49 
0 66 
1.49 

3.50 
4.60 

15.64 

0.65 

2.88 

0.20 
3.28 

7.89 
3.95 

6.20 

4.71 

% Increase 

36.8% 
3.5% 
7.9% 
0.0% 
0.0% 

20.7% 
29.9% 
0.0% 
0.0% 
0.0% 
0.0% 
D O %  
0.0% 
0.096 

329.3% 
0.0% 
0.0% 
0.0% 
3.3% 
0.0% 
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0.0% 
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Company Name 

A d a m  
Alhambra 
Cambridge 
Cass County 
C R  
Crossville 
Egyptian 
El Paso 
FC of Illinois 
FC of Lakeside 
FC of Midland 
FC of Prairie 
FC of Schuyler 
Flat Rock 
Glasford 
Grafton 
Gridley 
Harrisonville 
Henry County 
Home 
LaHarpe 
Leaf River 
Madison 
McDonough 
McNabb 
Metamora 
Mid Century 
Montrose 
Maultrie 
New W indsor 
Win 
Oneida 
Reynolds 
Shawnee 
Tonica 
Viola Home 
Wabash 
Woodhull 

IlTA Exhibit 2 on Rehearing, Attachment 10 

Illinois Independent Telephone Association 
Calculation of Maximum Potential Rate Increases to Verizon $20.39 Rate 

IlTA Six-Period Transition Plan 

Maximum Potential R1 R1 Transifin lmpad - Maximum Potential 61 61 Transition Impact - 
Increase 1/6 of Maximum Increase 1/6 of Maximum 

8.19 $ 
3.59 $ 
3.99 $ 
0.37 $ 
1.10 $ 
4.18 $ 
7.24 $ 
0.92 $ 
1.63 $ 
- $  
0.77 $ 
1.09 $ 
1.12 $ 
- $  

16.46 $ 
1.19 $ 
- $  

2.53 $ 
3.15 $ 
- $  

0.41 $ 
- $  

0.60 $ 
0.94 $ 
1.64 $ 
- $  

5.41 $ 
2.86 $ 
0.20 $ 
5.22 $ 
0.19 0 
8.39 $ 
6.95 $ 
2.71 $ 
1.70 $ 
8.14 $ 
1.88 s 
6.63 $ 

1.37 $ 
0.60 $ 
0.67 $ 
0.06 !$ 
0.18 $ 
0.70 $ 
1.21 $ 
0.15 $ 
0.27 $ 
- $  

0.13 $ 
0.18 $ 
0.19 $ 
- $  

2.74 $ 
0.20 $ 
- $  

0.42 $ 
0.53 $ 
- $  

0.07 $ 
- $  

0.10 $ 
0.16 $ 
0.27 $ 
- 3  
0.90 $ 

0.03 $ 
0.87 $ 
0.03 $ 
1.40 S 
1.16 $ 

0.48 $ 

0.45 $ 
0.28 $ 
1-36 $ 

1.11 $ 
0.31 $ 

5.39 
0.58 
1.39 

3.40 
4.59 

15.54 

0.55 

2.58 

0.10 
3.18 

7.79 
3.85 

6.10 

4.61 

0.90 
0.10 
0.23 

0.57 
0.77 

2.59 

0.09 

0.43 

0.02 
0.53 

1.30 
0.64 

1-02 

0.77 
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Re: 00-0233 

I, Elizabeth A. Rola 

STATE OF ILLINOIS 

ILLINOIS COMMERCE COMMISSION 

C E RT I F I CATE 

d do hereby rtif) that I m Chief CI rl of the lllin is 

Commerce Commission of the State of Illinois and keeper of the records and seal of 

said Commission with respect to all matters except those governed by Chapters 18a 
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I further certify that the above and foregoing is a true, correct and complete copy 

of the exhibit marked IlTA Exhibit 2 on Rehearing at the hearing on December 18, 2001. 

Given under my hand and seal of said Illinois Commerce Commission at 

Springfield, Illinois, on January 15, 2003. 
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